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Shelley Seiveking Comments

(Red italicized comments are Sterling’s Response. If there is no response from
Sterling, the suggested edit was incorporated into the report.)

My comments/suggestions are:

1) My main concern with the draft report is the way it describes the decisions
where a recommendation to change was voted down. For example, in the
executive summary, on page 4, it sums up the discussion by saying that "The
Task Force considered, but did not reach agreement on, recommendations
regarding three other areas: central warehousing, uniform pricing, and delivered
pricing." In discussion of these and other specific points on which there was a
vote that resulted in no recommendation for change, the draft report says that the
Task Force "did not adopt a recommendation." (p. 37) A fairer summary would be
that: "The consensus of the Task Force was not to recommend change at this
time" as to those things where a vote was taken and a proposed change was
actually voted down.

Sterling: We believe there is a difference between agreeing not to recommend
change, and voting against a specific recommendation, especially when there
was not unlimited time for discussion and many alternative recommendations.
Therefore we think it would be misleading to suggest there was consensus not to
recommend change – that was not the vote. With that in mind we changed the
wording in the executive summary was to: “The Task Force voted against
proposed recommendations…”

This is true in several other areas as well. On page 31, at the top, the report
shows the recommendation that price posting be eliminated, but the report fails
to mention that a proposal to eliminate the "hold" was defeated twice. Again,
probably the most accurate objective description is: "The consensus of the Task
Force was not to recommend change at this time".

Sterling: The “hold” was not defeated twice. There was one vote that included
eliminate post and hold with some other provisions that was voted down, which
we noted. The second live motion for a recommendation with post only was
adopted. We added “..and hold” in the side bullet to include the fact that the hold
portion was not recommended for change – though this was by inference (since
the motion that only included post passed), not by a specific proclamation of the
Task Force. We also made a note to emphasize “price hold was not
recommended for change at this time.”

On Page 38-39 it says that a recommendation was not adopted on delivered
pricing. Same thing on page 42, at the bottom, with regard to uniform pricing.
And I believe also on page 48, for "different rules for LCB retailing" (though I was
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not there for this discussion ). It seems all of these should be: "The consensus of
the Task Force was not to recommend change at this time" .

Sterling: We believe there is a difference between agreeing not to recommend
change, and voting against a specific recommendation, especially when there
was not unlimited time for discussion and many alternative recommendations.
Therefore we think it would be misleading to suggest there was consensus not to
recommend change – that was not the vote.

2) I think it would put the Costco litigation in a more proper context, if the first
footnote on page 1 of the body of the report listed the provisions at issue in the
suit or cross referenced page 56 where this is done. The second footnote needs
to be completed. And the third footnote appears to be in the wrong place; as it
currently stands, it makes it look as though the WBWWA was granted the right to
intervene in the appeal, not at the trial level. They intervened at the trial level.

3) There are several places where alcohol is described inappropriately. The first
is on page 9, last paragraph: "However, alcohol is still a controlled substance."
This is not accurate and is disparaging to the product. The same description
occurs on page 17. Alcohol is a REGULATED product, not a "controlled
substance," which has a particular meaning under the law and relates to certain
illicit narcotics and illicit drugs. I suggest the following revision: "However, alcohol
is still a highly regulated product that can cause harm to people and society if
misused."

Comments on Appendix D:

1) On page 9 of Appendix D, the last bullet of the discussion highlights in the
Tied House-Ownership section, should be clarified. It was "prevention community
representatives," not generic "community representatives" who did not support
the liberalization of naming rights regs.

Comments on Appendix E:

1) On page 23, number 76 at the top of the middle column appears out of place;
it seems this is a strength, not a weakness, and if so, should be in the right hand
column.
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Katie Jacoy Comments

(Red italicized comments are Sterling’s response. If there is no response from Sterling,
the suggested edit was incorporated into the report.)

Report - Page 1: Needs to be a paragraph that explains the history of the self-
distribution portion of the Costco case and the fact that neither party is appealing Judge
Pechman’s ruling on self-distribution. I suggest the following addition: “On December
21, 2005, the District Court found that Washington statutes that permit in-state beer and
wine producers to distribute their products directly to retailers, while withholding such
privileges from out-of-state beer and wine producers, discriminate against out-of-state
producers in violation of the Commerce Clause of the United States Constitution. The
Court ordered remedy was to eliminate the self-distribution privilege from the in-state
wineries and breweries; however, the Court stayed the entry of judgment until April 14,
2006 to provide a sufficient period of time for the Washington State Legislature to
determine whether to extend the self-distribution privilege to out-of state beer and wine
producers instead. The Washington Legislature and Governor chose this option by
enacting 2SSB 6823. Neither the State nor the Washington Beer and Wine
Wholesalers Association are appealing this portion of the Costco decision.”

Sterling: The next sentence in the document was modified to make it consistent with the
addition of this paragraph. It now reads, “The LCB and the Washington Beer and Wine
Wholesalers Association have filed an appeal to the remaining issues decided in favor
of Costco.

Report - Page 2: delete “temporarily” in the first paragraph and second bullet. Add the
following sentence: “The bill included a sunset date of June 30, 2008 to bring all
interested parties back to the table to review the impacts of the legislation.”

Report - Page 2 under scope of review: It needs to be clarified that the LCB also sells
wine and beer in state stores.

Report - Page 11: If you are going to include employment data for the wholesale tier,
you should also include employment data for the WA beer and wine industry.

Sterling: The distributor data was compiled for the discussion on the compelled use of
distributors. We do not have similar employment data for the other two tiers. However,
the information was deleted at the request of Phil Wayt on an objection to making such
a large distinction between the Association distributors and those who do not belong to
the Association.

Report - Page 14: Delete the following sentence in the first paragraph: “Participants
indicate that most manufacturers and retailers are still compelled to use distributors
because other regulations make it impractical not to use them, and it is, in fact, an
efficient means to move their product.” Replace it with: “Participants indicate that
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manufacturers and retailers will continue to use distributors, if available, because other
regulations make it impractical not to use them, and distributors, if available, remain an
efficient means to handle their product. Many small and medium sized wineries are not
able to find distributors to handle all or some of their products.”

Report - Page 21 third paragraph: delete “temporarily.” Amend the second sentence in
third paragraph to read: “Other regulations such as a prohibition on centralized
warehousing and constraints on the use of common carriers, make self-distribution
more difficult.”

Report - Page 21 fourth paragraph under interview results, delete the following
sentence: “Even without provisions for mandatory use, all but a few very small
manufactures indicated they would continue to use distributors.” Replace it with the
following: “Even without provisions for mandatory use, manufacturers with distributor
relationships indicated they would continue to use distributors.” Clarify the bullet on the
side to read: “Most industry participants, with distributor relationships, believe . . .

Report - Page 27 in Background paragraph, amend the second sentence to say: “Some
grocery retailers and wine manufacturers would like to have properly controlled wine
samplings in grocery stores that are currently prohibited.”

Report - Page 30 in first paragraph: I remember the concept of “price wars” being
brought up by the wholesalers, not the state; please clarify if appropriate. This phrase
has very negative connotations. I suggest deleting it, or in the alternative adding a
sentence to say that “It was noted by one industry participant that in CA and other
states without hold requirements, price wars have not been an issue.”

Report - Page 46: Third paragraph under task force Perspectives, amend the first
sentence to read: “Some members are concerned the timing may not be good to
establish research capacity within the LCB, questioning whether it makes sense to
gather data to support a system that may need to change due to the Costco litigation.”

Report - Page 56: Since this review was authorized in 2SSB6823, this page should
include a summary paragraph about the self-distribution ruling as well. See my
suggested change on Report – Page 1.

If you have any questions about these suggested comments, please do not hesitate to
contact me at (253) 952-0368.
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(Red italicized comments are Sterling’s response. If there is no response from Sterling,
the suggested edit was incorporated into the report.)

Executive Summary

Page 1, First paragraph after SSSB 6823, 3rd line
“. . .comprehensive review of the state’s regulatory system. . .” (Add the “y”)

Page 1, Last paragraph:
“Some members support maintaining the current system without change.”
Is this accurate? I don’t recall that anyone voted against all changes suggested.
“Some members support maintaining the current system with limited change,” may be
more accurate.

Sterling: This statement refers to general discussions rather than specific votes. At least
one person has consistently stated that no change is needed or desired.

.Page 2, Recommendation #1, first paragraph, last line:
“. . . .public health, safety or welfare.” (Add a comma after “health)

Report

Page 1, 2nd paragraph, first sentence:
“. . . when Costco Wholesale Corporation filed a lawsuit against the Washington State
Liquor Control Board, challenging a number of. . .” (Delete the period after “Board”)

Page 3, final paragraph:
“This report details the work of the Task Force: the process, research. . .” (Replace the
semi-colon with a colon. Semi-colons separate independent clauses, and the clause
following the semi-colon is not independent.)

Page 4, 1st sub-heading:
“Task Force participants – industry stakeholders and legislators.” This omits those of us
who are not industry stakeholders or legislators. A solution would be to omit “industry
stakeholders and legislators.”

Page 4, 2nd sub-heading, 1st paragraph, last full line:
“. . . and to prepare the Task Force report for review and acceptance.” Omit “to.”

Page 7, 2nd sub-heading:
“Federal regulations and Washington’s alcohol control laws were developed to stem
crime and social issues. . . “ Control laws don’t “stem social issues.” Recommend
changing to “. . .stem crime and address social issues . . .”
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Page 7, paragraph following the 2nd sub-heading, 2nd sentence:
“Federal and Washington state alcohol control laws were developed in the early 1930’s
after the Prohibition, to address significant issues that occurred. . .” Delete “the” and the
comma after “Prohibition.”

Page 8, 2nd bullet under second paragraph:
“. . . practice results in the retailer purchasing less that it would have. . . “ Change to
“than.”

Page 9, 1st paragraph:
“. . .In addition, there is the public is well-educated about the negative impacts of
alcohol, as well as studies pointing to the positive attributes of moderate alcohol
consumption. . .” Delete “there is.” Also, “. . .as well as studies” doesn’t flow. Possible
change: “.\ . . the public is well-educated about the negative impacts of alcohol and
knowledgeable about studies pointing to the positive attributes of moderate alcohol
consumption.”

Page 9, 3rd paragraph:
“While in the past, manufacturers were limited and large. . .” Delete the comma after
“past.”

Page 16, 4th bullet point:
“. . .(and some added for trade practices too)” I don’t understand this phrase. No
suggestions.

Page 18, 3rd paragraph:
This is a major issue for me. The overall focus of this paragraph is on economic
development. I would like to see a stronger reference to the balancing of public health,
safety, and welfare. Suggested wording, beginning with the second sentence:
“Although the Task Force did not conclude that economic development should be a
policy goal for alcohol regulation, economic impacts (including impacts on public health,
safety and welfare), should be considered when evaluating potential changes.” Then
continue with the remainder of the paragraph.

Page 18, final paragraph:
Insert a comma between “health” and “safety.”

Page 27, Sampling
I’m a little puzzled about the comment that this was not a high priority for Task Force
discussion. It seemed like we did discuss it quite a bit. Just a question for me. . . . Is
this because we didn’t actually vote on it?

Sterling: The item was not rated highly in the Task Force prioritization process.

Page 28, Naming Rights



Mary Segawa Comments on Task Force Report Draft 1
With Sterling Response

Can we add that the prevention field believes naming rights affects “social norming”
which in turn encourages underage drinking?

Page 29, last full paragraph:
“. . . and an effective tool. . .” Change to: “. . .and is an effective tool. . .”

Page 32, 1st paragraph:
“. . .is not intended to affect other aspects of pricing regulations such provisions. . . “
Insert “as” between such and provisions.

Page 37, 3rd paragraph, 1st line:
“. . .beer and wine producers, and on. . .” Delete the comma.

Page 37, Product Placement section, 2nd paragraph:

“. . .discourage the temptation by under-age consumers.” Change “by” to “of.”

Page 46, near bottom of page:
Spacing problem is next to last paragraph.

Page 48, Task Force Perspectives, 4th paragraph:
I would add that the state does, however, have other business constraints, such as a
ban on advertising, that other retailers do not have.

Page 48, last paragraph (also would need to change the sidebar comment):
“. . . LCB should focus limited resources on preventing. . .” Insert “their” before “limited.”
Without it, it sounds like they should limit their resources for prevention.

Page 49, 1st Task Force Perspective:
“. . .such as ensuring minors are not allowed to purchase alcohol and over-serving of
customers at on-premise outlets.” This sentence structure indicates ensuring the over-
serving of customers. Alternatives would be “reducing” or eliminating” over-serving of
customers. E.g. “. . .ensuring minors are not allowed to purchase alcohol and reducing
the over-serving of customers at. . .”

Page 51, final sidebar note:
“It is difficult to assess an societal impacts related. . .” Delete “an.”

Pages 54 & 55:
I recommend indicating the vote tallies on these recommendations so they can see at a
glance whether they were approved by a large majority or just narrowly.



Phil Wayt / John Guadnola Comments on Task Force Report Draft 1
with Sterling Response

Page 1

Phil Wayt / John Guadnola Comments

(Red italicized comments are Sterling’s response. If there is no response from
Sterling, the suggested edit was incorporated into the report.)

In any event, here are my suggested edits to the draft report:

1. Executive Summary, page 1: We think you should add a new paragraph
immediately following the second paragraph on this page which would read

Some Task Force members expressed concerns about the make-
up of the Task Force. The prevention and treatment community
believed it was underrepresented. There was some sentiment that
employee groups should have been included in the Task Force.
The distributors believed that, in light of the large retailer and
producer representation, distributors were underrepresented. In
addition, some Task Force members expressed frustration with the
limited amount of information provided to them in connection with
their discussions of specific provisions of the laws. In some cases
it appeared that there was not significant information available from
other states, and in other cases it appeared that some
information which was available was not given to the Task
Force.

Sterling: We truncated this in the executive summary, since it’s
supposed to be brief there – but included the most of the text (with
the exception of the bold above) in the body of the report.

We take exception to the last part of the last sentence (bolded by
us), since it implies we withheld information from the Task Force.
We faithfully forwarded all documents we received and followed up
on sources when they were provided. There were periodic
comments at Task Force meetings about the existence of reports
and studies…but, although we asked for the information, no one
was able to provided that information to us – Do you have specifics
about available information that was not given to the Task Force?

2. Executive Summary, page 1, ¶ 3: We believe the first sentence of
this paragraph should be changed to read "Most Task Force members generally
agreed that the current system of regulating the distribution and sale of beer and
wine could benefit from some changes."

3. Executive Summary, page 1, ¶ 3: We believe the last sentence of
this paragraph should be changed to read "Some Task Force members believe



Phil Wayt / John Guadnola Comments on Task Force Report Draft 1
with Sterling Response

Page 2

that this approach has resulted in the regulatory system not keeping pace with
changes in industry and society that have occurred in the past 70 years."

4. Executive Summary, page 2, first full paragraph: We think you
should put a period after "key issues and concerns" in the fourth line of this
paragraph, and then add a new sentence that reads "There was not necessarily
agreement among Task Force members that all items identified in the interviews
were genuine issues, because the significance of the different points raised
depends on one's perspective, interest or position within the system." (Note: this
language is adapted from page 20, ¶ 1.)

5. Executive Summary, page 2, first full paragraph: We think you
should change the balance of this paragraph to read

The Task Force prioritized the various points raised in the
interviews in order to focus its efforts on the most significant
issues. The issues considered by the Task Force in its final
meeting were ranked in descending order of importance (most
important to least important) as follows: (1) price posting and hold;
(2) need for funding of enforcement efforts; (3) need for ways to
measure impacts of the laws, including the change to the direct
shipping law adopted in 2006; (4) the general "moneys' worth"
prohibition; (5) the ban on quantity discounts; (6) the mandatory
minimum markup; (7) mandatory use of distributors (focusing on
the use of common carriers in addition to other issues identified
separately); (8) uniform pricing; (9) rules governing LCB retailing of
beer and wine; (10) the ban on central warehousing; (11) the
delivered pricing requirement; and (12) the ban on credit sales to
retailers. The Task Force reviewed all of these issues, and
considered a restatement of the State's policy goals, in its final
meeting.

Sterling: This was the order that recommendations were discussed
at the October 12 meeting, but they were not in any kind of priority
order. We listed the items discussed in the executive summary, but
did not indicate a specific priority on them. (Also didn’t include the
reference to the policy goal discussion since we mentioned it in the
paragraph before – again trying to keep this at a summary level.)

6. Executive Summary, page 2, ¶ 2: We believe you should add a new
sentence to the end of this paragraph, to read "Four of the recommended
changes were adopted unanimously, and the other eleven were adopted on
divided votes; four proposed recommendations for changes to the current laws
were not adopted."
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Sterling: We added: “Four of the recommended changes were adopted with no
opposition (1, 2, 9 and 11); seven were adopted by divided votes.” There were
votes taken in three additional issue areas that did not pass, which we indicate at
the end of the section.

7. Full Report, page 1, ¶ 2: We find inclusion of the lengthy quote from
Judge Pechman's ruling unnecessary and inappropriate. The Task Force
decided that its deliberations would not be driven by that decision, so there is no
need for anything more than a passing reference to it being one of the impetuses
behind the Task Force. Inclusion of the extended quote implies that the Task
Force thinks that her ruling was correct, and WBWWA for one certainly does not
think that.

8. Full Report, page 1, ¶ 3: We believe the reference to "several years" for
disposition of the appeal is incorrect, and that it would be more accurate to say
"They believe it will take at least another year, and perhaps much longer
depending on how the case unfolds and whether there are further appeals,
before the case is finally resolved."

9. Full Report, page 2, ¶ 4: We think the statement in line 7 of this
paragraph, "the District court findings would not be final for some time," is
inaccurate and misleading; it would be more accurate if it read "The LCB
believed it would be some time before the District Court rulings are affirmed or
reversed by the Court of Appeals."

Sterling: Though we don’t see any problem with the suggested language, this
language is attributed to the LCB and they did not opt to change it in their review,
so we don’t think it is appropriate for you to change something attributed to the
LCB. If they wish to change the wording on this, they may do so.

10. Full Report, page 4, ¶ 1: We believe that you should add, at the end of
this paragraph, a new paragraph that reads

Some Task Force members expressed concerns about the make-
up of the Task Force. The prevention and treatment community
believed it was underrepresented. There was some sentiment that
employee groups should have been included in the Task Force.
There was some concern that including small retailers, large
retailers, in-state wineries, out-of state wineries, in-state breweries
and out-of-state breweries gave the production and retail arms of
the industry a disproportionately heavy representation. The
distributors believed that, in light of the large retailer and producer
representation, distributors were underrepresented. Some Task
Force members believe the make-up of the group skewed the
discussions. This concern was exacerbated by the fact that
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appointed representatives who were unable to attend all the
meetings sometimes sent substitutes who were not familiar
with all of the discussions. This left those substitutes no
choice but to pursue their own economic interests.

Sterling: We included the first part of your comments, but not the
bolded part. This was never discussed at the Task Force – at least
not in the open forum of the task force. It would be unfair to include
it here.

11. Full Report, page 5, ¶ 6 (last line of page): We think you should insert a
new sentence, before "However," that would read: "Some Task Force members
believe the make-up of the group skewed the discussions. This concern was
exacerbated by the fact that appointed representatives who were unable to
attend all the meetings sometimes sent substitutes who were not familiar with all
of the discussions. This left those substitutes no choice but to pursue their own
economic interests."

Sterling: We inserted part of this comment (see 10) in the previous paragraph.
This would be repetitious as it follows only 2 paragraphs later, so we did not
include it again.

12. Full Report, page 8, ¶ 4: We think the word "almost" should be
deleted from line 3 of this paragraph. Federal laws are aimed solely at
manufacturers and distributors. The federal government does not regulate
retailers.

13. Full Report, page 9, ¶ 1: I do not understand why the second
sentence of this paragraph is included. Since the day Washington's laws were
first enacted there have been "rules and regulations for enforceable licensing, to
effectively collect taxes, etc." In this sense there has been no change in the
environment, and we think it is misleading to imply that there has been. We think
the second sentence of the first bullet point in the right-hand margin on this page
should also be deleted.

14. Full Report, page 10, ¶ 2: We believe the reference to Section 12
at the end of this paragraph, and Section 12 itself, should be deleted. As
mentioned above, the Task Force deliberations have not been constrained or
driven by the Costco lawsuit and discussion of the lawsuit in this report is
unnecessary and inappropriate.

Sterling: We will note that you request this section to be deleted, but we are not
deleting at this time since at least one legislative task force member had asked
specifically that the issues being challenged in the court case be included in the
report.
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15. Full Report, page 11, ¶ 6: The reference to "two basic types of
distributors" is confusing, and I think it is simply wrong. There are some
distributors who belong to WBWWA and some who do not. Some of WBWWA's
members are large and some are small; some handle only wine, some handle
only beer, and most handle both. All are "independent" companies. All
distributors, whether members of WBWWA or not, are governed by the same
laws and regulations. We think this paragraph should be rewritten to remove any
reference to two types of distributor, and to focus on the distributor tier itself. If
you want to include a sentence to the effect that some distributors who are not
members of WBWWA have different views on some of the issues considered by
the Task Force than do WBWWA members, that would be fine.

Sterling: We made changes here that I think get to what your issue was.

16. Full Report, page 14, ¶ 4, second bullet point: We are concerned that this
bullet point could be misunderstood. It would be more accurate and less prone
to misinterpretation if it read: "Uniform pricing - requires each manufacturer to
offer the same price for a particular product to all of its distributors and requires
each distributor to offer the same price for a particular product to all of its retailer
customers."

17. Full Report, pages 14-15, transition paragraph: While it is correct that
retailers do not have a minimum markup requirement, we think it would make
sense to add, at the end of the sentence at the top of page 15, a new sentence to
read as follows: "Retailers are, however, prohibited from selling beer or wine for
less than what they paid for it."

18. Full Report, page 15, ¶ 2: At the end of this paragraph you should
consider adding a new sentence that reads: "The state and WBWWA also
believe that the ban on central warehousing furthers the state's goals of uniform
pricing and a level playing field, preventing larger retailers from obtaining a
significant competitive advantage over smaller retailers."

Sterling: We included this but left out “The state and..” since it is your comment
and not the state’s.

19. Full Report, pages 16 and 17: We think that inclusion of the interview
results is inappropriate. None of the Task Force members actually heard any of
the interview comments, other than those made in a group interview they may
have participated in, and inclusion of these recapitulations seems to suggest that
the interviews played a much more important role in the Task Force deliberations
that was in fact the case. This discussion of the interviews should, we think, be
eliminated entirely or moved into an appendix.
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Sterling: We will note this comment, but we are not taking it out at this time. The
foundation for the task force discussion of the system strengths and weaknesses
was taken from the interview comments, which included all of the task force
participants.

20. Full Report, pages 16-17: If the Task Force elects to keep the
discussion of the interviews in the full report, we think there should be an
additional comment included at the end of the transition paragraph that goes
from page 16 to page 17. At the end of the parenthetical at the top of page 17,
please add "Some Task Force members believe that effective control of misuse
of alcohol and effective tax collection can only be accomplished if there is state
regulation of the transactions between producers or distributors and retailers
because that is where the large volume of beer and wine transactions take
place."

21. Full Report, page 17, last bullet point: Again, we think this section
should be removed. If it remains in the report there should be a new paragraph
added to the end of the bullet point, following the parenthetical, that reads:
"Other Task Force members think that all aspects of the beer and wine
distribution business have the potential to contribute to misuse of alcohol and
should not be left unregulated (distributors, some treatment/prevention, some
producers and retailers)"

22. Full Report, page 18, ¶ 1: The second sentence of this paragraph
says that the basic policy goals "have not been vetted or adopted in any formal
way" by the legislature. This is simply wrong. In 1995, when the legislature
codified what had been regulations, it included an intent section in RCW
66.28.180 that specifically refers to "the public's interest in fostering the orderly
and responsible distribution of malt beverages and wine towards effective control
of consumption." While this does not articulate the goals in as much detail as the
Task Force's recommendation, it is still a clear indication that the legislature
believes temperance and orderly marketing are critical goals of the regulatory
system.

Sterling: We changed the wording to: “Although these principles have been used
by the state, and some portions adopted in RCW language, they have not been
formally stated and adopted as policy goals.” Hopefully that gets across your
general point, since we say the state has used these goals. [But the point is they
have never been articulated and adopted together as “policy goals” – and that’s
why the Task Force addressed them.] If this wording still doesn’t work for you,
please bring it up at the meeting.

23. Full Report, generally Sections 7 and 8 (pages 21-43): It seems to
me that these sections of the Report devote far more time to interview
participants' comments than is appropriate. It makes sense to include the
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comments or concerns voiced by interview participants that were also voiced by
Task Force members. However, we believe that comments coming solely from
the interviews should not be in the report but in an appendix if included at all.

Sterling: We will note this comment, but we are not taking it out at this time. The
foundation for the task force discussion of the system strengths and weaknesses
was taken from the interview comments, which included all of the task force
participants. The interview comments provided the foundation of the Task
Force’s work.

24. Full Report, page 22, ¶ 5: The state's purpose in adopting and
maintaining the "moneys' worth" rule is not just to prohibit suppliers from
controlling retailers. It is also to prevent retailers from obtaining undue influence
or control over distributors or producers. We think the first sentence of this
paragraph should be changed by adding the phrase: "and to ensure that retailers
cannot control the actions of suppliers or distributors."

Sterling: We did not add this point (to ensure retailers cannot control the action of
suppliers or distributors.) This point was not expressed by the state as a reason
for money’s worth regulations. If you want to bring this up at the meeting, please
do so.

25. Full Report, page 23, ¶ 3: At the end of this paragraph there is a
statement to the effect that the Task Force wants to ensure that enforcement is
focused on "critical outcomes." We don't disagree with this in the large sense.
However, we strongly believe that the only way to effectively pursue "critical
outcomes" is to control all aspects of the business. Consequently, we think there
should be an additional sentence added to this paragraph that reads: "Some
Task Force members believe that this requires significant enforcement with
respect to sales to retailers as well as sales by retailers. The transactions
between distributors and retailers or between suppliers and retailers involve large
quantities of beer and wine. If control of those transactions fails or is weakened,
the state's ability to effectively prevent excessive promotion of beer and wine or
to properly enforce drinking age laws will be significantly compromised."

26. Full Report, page 28, ¶ 2: The reference to the Federal Commerce
Commission should be to the Federal Trade Commission. We think there should
be an additional line added to this paragraph as follows: "At least one Task
Force member believes the federal regulations are too limited to effectively
accomplish the state's goals."

27. Full Report, page 30, ¶ 1: At the end of this paragraph we think
you should add a new sentence: "Others believe the hold simply constrains the
ability of distributors and retailers to change prices in response to transitory
changes in market conditions in order to increase sales."
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28. Full Report, page 30, ¶ 2: We think the discussion of the effects of
the price hold is incomplete. We believe you should add, after "price stability" in
the 7th line of the paragraph, the following: "A price hold is viewed by the state
and some Task Force members as essential to meaningful enforcement of the
uniform pricing requirement and other aspects of the 'level playing field' the state
seeks to preserve."

Sterling: We include this except left out “by the state” – for reasons previously
stated – this is your comment and not the state’s comment.

29. Full Report, page 31, ¶ 1: We believe the last sentence of the
description of the minimum markup requirement is inaccurate. We think it would
be better if it read: "By mandating a minimum markup the state makes it
impossible for suppliers or distributors to sell product at distress prices, which in
turn eliminates one potential contributor to over-consumption. The minimum
markup is functionally indistinguishable from a ban on sales below cost."

Sterling: We included the first sentence as a suggested change, but not the
second sentence. The LCB made it clear at the last meeting that there is a
difference between the minimum mark-up and the ban on sales below costs.

30. Full Report, page 32, ¶ 5: We think the discussion of volume
discounts is incomplete. We think you should add a new sentence to the end of
this paragraph as follows: "In addition, some people are concerned that volume
discounts to retailers will translate directly into lower prices and excessive
promotion on sales to consumers. This could be particularly problematic with
respect to on-premise retailers who secure volume discounts from distributors or
suppliers."

31. Full Report, page 36, ¶ 6: The discussion about the concerns of
Task Force members regarding central warehousing is not complete. We think
you should add a new sentence that reads: "Concerns were also expressed that
central warehousing would make it harder to enforce restrictions such as the
Alcohol Impact Areas. Currently distributors know which retail premises are
legally entitled to receive which products; with central warehousing distributors
would not know where the products they were delivering to the warehouse would
ultimately be sold, and thus would not be able to prevent improper deliveries as
they can now do."

32. Full Report, page 38, last ¶: We believe you should add a new
sentence to the end of the last paragraph on this page, to read as follows: "Other
members believe that any attempt to separate the price of the product from the
price of the delivery would make it impossible to maintain uniform pricing
because the product price could be manipulated by negotiating differences in the
price for delivery services."
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33. Full Report, page 39, ¶ 2: Again, we think this discussion is
incomplete. We believe you should add a new sentence at the end of this
paragraph, that reads: "Other Task Force members think it is unwise to rely on
taxes because they are politically difficult to impose and raise, and that raising
taxes alone would not further, and might well hinder, some of the state's goals
such as uniform pricing."

Sterling: We incorporated most of the suggested words, but changed the last part
to …hinder, “other state regulations such as uniform pricing.” Since uniform
pricing is not a state goal.

34. Full Report, page 40, ¶ 4: This discussion is also incomplete. We
think there should be an additional sentence at the end of this paragraph that
reads: "They also believe it is necessary to preserve the separation between the
tiers. There is a vast difference between a retailer being in debt to a credit card
company and a retailer being in debt to a distributor or supplier. The supplier or
distributor might try to use that debt to gain undue influence over the retailer.
The retailer might attempt to extract favorable credit terms from the supplier or
distributor."

Sterling: We incorporated without the word “vast.”

35. Full Report, page 40, ¶ 5: The phrase "Many of them" in line three
of this paragraph is confusing. It would be more accurate, I think, to say "Some
Task Force members believe etc."

36. Full Report, page 40, last ¶ : This is another instance where the
discussion seems incomplete to me. Please consider adding new sentences at
the end that read: "These Task Force members believe the ban on credit sales
is important to preserving separation of the tiers, is essential to preservation of
uniform pricing, and eliminates what would otherwise be a potential for special
deals favoring one retailer over another. They also believe there is a vast
difference between a retailer being in debt to a credit card company and a
retailer being in debt to a distributor or supplier."

Sterling: We incorporated all but the bolded part since that was just stated in
the paragraphs above.

37. Full Report, page 42, ¶ : I believe that "can contribute to alcohol
misuse" in this paragraph should be "do contribute to alcohol misuse."

38. Full Report, page 47, ¶ 1: We strongly disagree with the last two
sentences of this paragraph, which question whether there is a causal link
between the regulations and consumption of alcohol. There is absolutely no
doubt that the regulations cause prices to be somewhat higher than they
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otherwise would be. There is no doubt that this results in consumption being
somewhat lower than it would otherwise be. No reputable economist will
disagree with this, because to do so would be to say that the laws of supply and
demand don't apply to beer and wine. The problem with the data currently
available is that it is impossible to quantify the relationship between any particular
regulation and consumption because there are too many other variables
impacting consumption. Nonetheless, we do not believe there is any principled
way to argue that consumption of beer and wine in Washington is not lower than
it would be if the laws did not exist. We think the last two sentences should be
deleted and replaced with the following: "The state needs factual, depoliticized
data to attempt to determine the extent of the causal link between specific
regulations and alcohol consumption."

39. Full Report, page 48, ¶ 2: After "inequitable" in the second line of
this paragraph you should add "to some."

40. Full Report, page 49, first full paragraph: For purposes of capturing
the complete spirit of the discussions, we believe you should add a new
sentence, before the parenthetical, that reads: "Some Task Force members
believe that stemming the misuse of alcohol requires enforcement activities
directed to transactions between suppliers or distributors and retailers. Those
transactions involve large quantities of alcohol, particularly by comparison to
consumer transactions, and if they are not properly regulated retailers will have
greater opportunity and greater incentives to offer beer and wine at significantly
reduced prices or to otherwise promote increased consumption of beer and
wine."

Sterling: We added a short sentence to the end..”..and controlling transactions
between suppliers or distributors and retailers.” There is a reference already
there to the previous discussion on this topic, so it seems redundant to repeat the
same exact comment again.

41. Full Report, pages 56 and 57: As I mentioned above, we think this
entire section should be deleted. It suggests that the court case has much
greater significance than it does, and it at least gives the impression that the
Task Force agrees with the Judge's legal analysis. We don't agree with it, and
fully expect Judge Pechman to be reversed on appeal. Costco undoubtedly feels
she will be affirmed. The Task Force, however, probably does not have and in
our view should not have an opinion on the matter.

Sterling: We will note that you request this section to be deleted, but we are not
deleting at this time since at least one legislative task force member had asked
specifically that the issues being challenged in the court case be included in the
report.
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42. Full Report, page 58, ¶ 1: We think the second sentence of this
paragraph should be deleted. The Task Force did not vote on whether the state
"must" do anything, and there certainly is no unanimity on that point. There is no
unanimity as to whether the system needs "modernization," nor as to whether
"societal values," business practices or consumer interests have evolved to the
point that change is mandatory. Inclusion of this sentence conveys the
impression that the Task Force believes wholesale changes are required by
today's circumstances, and we do not believe that to be true.

Sterling: We took out that part of the sentence altogether.

Hi, Jill.

I'm expecting Phil to send you substantive comments about the report, but I
thought it might be helpful if I sent you a list of the typos and technical changes
that I think you will want to make before the report becomes final. None of these
are significant as far as the meaning of the report goes, so I don't see any reason
for you to track them or credit them but I'll leave that up to you.

1. In the third bullet point of the Policy Goals (on page 2 of the Exec
Summary) there is a reference to "public sale/consumption of alcohol by legal
adults." This seems kind of awkward to me. I know the group voted on it, but I
think it would make a lot more sense if it read "legal public sale/consumption of
alcohol by adults."

2. I think that, in the last paragraph on page 2 of the Executive Summary, the
first line would read a little better if it said "current approach of adopting specific
exceptions."

3. On page 1 of the Full Report, ¶ 2, line 3, there are both a period and a
comma after Liquor Control Board. The period should be deleted. In the fourth
line of this same paragraph there should be a period inserted after "wine" and
before footnote 1.

4. Same page, last paragraph: line 2 should say "The district court has
granted" and line 4 should say "however, the state has asked the Court of
Appeals to extend the stay etc."

5. Same page, footnote 2, should read "prohibiting retailer-to-retailer sales."

6. On page 7, in the second heading and in line 3 of the following paragraph
you refer to "the Prohibition." I think it would be better to delete "the" in these two
places.
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7. In ¶ 2 on page 7 there are two references to "at the time" that I think are
confusing. I would recommend changing that part of the paragraph to read "Prior
to Prohibition, lack of controls on alcohol sales and distribution had resulted in:
coercion and manipulation of politics, the industry and consumers; monopolies;
lack of product diversity; little control over who sold what to whom; and no means
to effectively tax and collect revenues from the products. At that time,
manufacturers had considerable control and influence over the retailers, which
was believed to be one of the principal causes of the problems leading to
Prohibition. Adoption of Prohibition, of course, brought its own problems, notably
organized crime. When Prohibition was repealed, the state wanted to avoid
having the pre-Prohibition imbalance between producers and retailers, and its
attendant problems, resurface. This was addressed etc."

8. On page 9, in the third from last line of the first paragraph, it now says "In
addition, there is the public." I think you should delete "there is." Unless there is
some additional point you intended to make.

9. On page 10, in the second bullet point in the right-hand column, "in tact"
should be "intact."

10. In the first bullet point on page 13, I think you should add "Retail" before
"licenses" at the start of the text. Obviously, product can be moved from a
distributor's licensed premises to a retailer's licensed premise. It is only
movement from one retailer location to another that is prohibited.

11. On page 25, in line 2, you should capitalize "prohibition."

12. On page 26, in the third paragraph, line 5, "affects" should be "effects."

13. On page 34, in the fourth line of the second paragraph, it appears the word
"arrangement" should be deleted so it says "a manufacturer to deliver to a
retailer."

14. On page 34, in the first line of the fourth paragraph, "this as key obstacles"
should, I think, be changed to "this as an obstacle." Whether or not you agree
with deleting the word "key" the word "obstacle" should be singular.

15. On page 46 there is an extra paragraph break that makes what should be
the sixth paragraph into two paragraphs.

16. On page 52, in the first line of the first bullet point, you should add "of"
between "number" and "endorsements".

Those are all the "technical" changes I've got.
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John McKay Comments

(Red italicized comments are Sterling’s response. If there is no response from
Sterling, the suggested edit was incorporated into the report.)

p.14 – (see John’s comment in PDF document)

Sterling: We added wording that it is the state’s intention that the pricing
regulations are meant to ensure…The reason for this paragraph is to explain the
state’s logic as to why this strategy is used, not to prove or disprove the
effectiveness of the strategy.

p.30– (see John’s comment in PDF document)

Sterling: We added the following wording: Other Task Force members believe
that any enforcement objective behind price posting could be accomplished by a
system that does not, as the current system does, make postings available for
viewing by competitors – a viewing that reduces competition and does not
enhance any enforcement objective. Further there is no requirement for retailers
to post prices, which seems to conflict with the notion that price posting is critical.

p.31 – (see John’s comment in PDF document)

Sterling: We added the following wording: At least one Task Force participant
believes there is no evidence that the minimum mandatory mark-up discourages
over-consumption, as reflected in the state’s decision to abandon retail mark-up
provisions after a 1988 federal court decision, without appeal.

p.34 – (see John’s comment in PDF document)

Sterling: We added to the end of the paragraph: Others were strongly opposed to
this argument, contending that there is no definition of orderly market and
therefore it is not possible to show that allowing manufacturers to arrange
common carriage to retailers would hurt that market. Those opposed believe
there has been no explanation of why it is “orderly” for the manufacturer to
arrange common carriage, but “disorderly” for the retailer to arrange it, nor why it
is “orderly” for manufacturers to arrange common carriage of their products to
distributors (as allowed under current law) but “disorderly” for them to arrange
common carriage of their products to retailers.

Also added: Some members believe that special licensing is not necessary and
will simply create another layer of costly bureaucracy and a further barrier to
competition with distributors.

p.36 – (see John’s comment in PDF document)

Sterling: We added: Other Task Force members believe there is no support for
the concern that the state would lose control and there would be an increase in
illegal sales. There are already provisions for licensing distribution warehouses,
and provisions for licensing point of sale outlets. There is no evidence that
central warehousing would result in loss of control any more than those
examples. Further, Washington lawmakers did not believe loss of control was a
reason to prevent out-of-state wineries from shipping wine directly to Washington
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citizens by common carrier; there is far less control risk present by retailer
warehouses distributing beer and wine to licensed retail locations.

We did not include the rest of the argument stated in the comments as none of
this was discussed in the Task Force meetings.














